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INTRODUCTION 


Purpose 


The  purpose  of  this  report  is  to  provide  the  Legislative  Finance  Committee  (LFC)  with 
a  revised  preliminary  projection  of  the  highways  special  revenue  account  fund  balance 
in  the  1997  biennium  at  present  law  levels  of  expenditure.  It  is  intended  to  provide 
a  broad  overview  of  the  scope  of  issues  the  legislature  may  face  in  the  1995  session. 
These  projections  are  based  on  "broadbrush"  general  assumptions  of  expenditure  and 
revenue  patterns  from  the  most  current  available  information,  and  will  be  refined  as 
staff  undertake  detailed  budget  analysis  and  revenue  estimation  in  preparation  for  the 
1995   legislative   session. 


Background 

The  highways  special  revenue  fund  supports  several  highways  and  highways  related 
programs,  including:  1)  state  match  funds  for  federal  aid  funds;  2)  100  percent  of 
highway  maintenance  funding;  3)  a  100  percent  state  funded  Reconstruction  Trust 
Fund  (RTF)  program;  4)  local  government  highways  grants;  5)  administration  of  the 
Department  of  Transportation  (DOT),  the  Highway  Patrol  Division  and  the  Motor 
Vehicle  Division  in  the  Department  of  Justice;  6)  state  parks  roads;  and  7)  other 
highways  related  programs.  The  primary  source  of  state  revenues  is  highway  user 
fees,    including    fuel    taxes    (gasoline   and   diesel)    and   gross    vehicle    weight    (GVW)    fees. 

The  1993  Legislature  faced  a  severe  structural  imbalance  in  the  highways  state  special 
revenue  account,  with  expenditures  exceeding  revenues  by  approximately  S25  million 
each  year.  The  projected  deficit  in  the  1995  biennium  required  either  a  significant 
reduction  in  current  level  services  or  an  increase  in  revenues.  The  1993  Legislature 
approved  several  revenue  measures  to  provide  sufficient  cash  flow  through  fiscal  1995, 
with  most  new  revenues  generated  by  a  7  cent  fuel  tax  increase  (Senate  Bill  257)  in 
the  1995  biennium.  Other  major  revenue  measures  included  an  additional  0.75  percent 
diesel  tax  increase  (House  Bill  651)  and  a  revision  in  the  method  used  to  collect  fuel 
tax   revenues   (House   Bill   539). 

In  the  LFA  1995  Biennium  Appropriations  Report  (issued  in  June  1993)  as  well  as 
in  the  Governor's  June,  1993  Appropriation  Report,  expenditures  were  projected  to 
exceed  revenues  by  $5  to  $9  million  each  year.  Although  sufficient  funds  were 
projected  through  the  1995  biennium  to  maintain  an  overall  fund  surplus,  a  cash  flow 
deficit   was   projected  by   the   end   of  the    1995   biennium. 


1997    BIENNIUM   PROJECTIONS 

Appendix  A  shows  the  actual  and  projected  present  law  highways  special  revenue 
account  revenues  and  expenditures  from  fiscal  1992  through  fiscal  1999.  Based  on 
the  revenue  and  expenditure  assumptions  listed  in  Appendix  B,  there  will  be  an 
account  surplus  of  $66.3  million  at  the  end  of  fiscal  1997.  This  estimate  represents 
a  biennial  surplus  after  setting  aside  a  reserve  of  $20  million  for  cash  flow 
management. 

As  stated  earlier,  original  projections  at  the  end  of  the  1993  legislative  session  were 
for  a  deficit  of  $5.6  million  at  the  end  of  the  1997  biennium.  The  primary  reasons 
for  the  improved  fiscal  outlook  are  higher  than  anticipated  fuel  tax  revenues  resulting 
from  House  Bill  539  revenue  collection  revisions  and  increased  consumption,  as 
discussed   later   in    this    report. 


Reasons   for   Improved   Fiscal   Outlook 

As  stated  above,  the  projections  in  Appendix  A  show  an  estimated  fund  surplus  of 
$66.3  million  at  the  end  of  the  1997  biennium  as  compared  to  a  deficit  of  $5.6 
million  projected  at  the  end  of  the  1993  regular  session.  The  difference  of  nearly 
$72  million  is  due  primarily  to  increases  in  fuel  tax  and  GVW  fee  revenue 
projections.  Other  minor  differences  in  revenue  and  expenditure  projections  are 
offsetting. 

There  are  two  primary  reasons  for  the  increase  in  fuel  tax  revenues:  1)  increased 
consumption  of  gasoline  and  diesel  fuel;  and  2)  revised  tax  collection  provisions  of 
HB  539.  Prior  to  July  1993,  fuel  taxes  were  collected  on  a  quarterly  basis  from  the 
user.  As  a  result  of  HB  539,  fuel  taxes  are  now  collected  on  a  monthly  basis  from 
the  distributor.  HB  539  also  now  requires  taxes  on  fuels  to  be  paid  at  the  time 
of  purchase.  Prior  to  the  passage  of  this  legislation,  buyers  were  obligated  to  report 
the  number  of  gallons  purchased  and  submit  payment  of  taxes  to  the  state.  As  a 
result  of  this  legislation,  it  appears  that  there  is  significantly  greater  tax  payment 
compliance  than  estimated  in  the  fiscal  note  used  to  estimate  revenues  in  the  1993 
legislative    session. 

In   addition,   revenue   estimates   were   understated   in   fiscal    1994   due   to   two   factors:  1) 

initial    estimates    did    not    include    a    full    12    months    anticipated    revenue    collections  in 

fiscal  1994;  and  2)  estimates  did  not  include  two  months'  collections  under  the  7 
percent    surcharge   enacted    in    the   July    1992    special    session. 

GVW  fee  revenue  estimates  have  exceeded  projections  primarily  as  the  result  of 
increased  new  vehicle  sales  (on  which  a  GVW  tax  is  paid)  and  increased  trucking 
activity,    according    to    DOT. 


Factors   Which   May   Impact   Projections 

There    are    several    issues    that    may    materially    alter    the  projections,    including:        1) 

continued  support  of  the  Motor  Vehicle  Division;      2)  the  amount  of  federal  aid  funds 

distributed  to  Montana;  and  3)  other  factors.  These  issues  are  discussed  briefly 
below. 

Motor  Vehicle  Division  Allocation  -  The  1993  Legislature  allocated  $5.4  million  of 
highways  special  revenue  funds  to  support  the  Motor  Vehicle  Division  in  the  1995 
biennium,  replacing  general  fund.  No  clear  legislative  intent  was  made  as  to  whether 
the  allocation  would  be  continued  in  future  bienniums.  The  projections  in  Appendix 
A  continue  the  allocation  to  the  Motor  Vehicle  Division  beyond  the  1995  biennium 
at   the    level    appropriated    in    fiscal    1995. 

Federal  Funds  Estimate  -  The  construction  projections  reflected  in  the  attached  tables 
(as  estimated  by  DOT)  may  represent  too  low  an  estimate  of  the  maximum  highways 
special  revenue  funds  needed  to  match  federal  funds.  The  Federal  Highway 
Administration  provides  authority  for  a  federal  aid  highways  program  of  up  to  30 
percent  more  each  year  than  the  level  used  by  DOT  for  the  construction  work  plan 
projected  in  this  analysis.  In  addition,  the  level  of  federal  contingency  funding 
anticipated  by  DOT  is  lower  than  the  level  in  prior  year  projections  and  appropriations. 

If  available  federal  authority  continues  to  increase  (as  can  reasonable  be  anticipated), 
the  likelihood  is  increased  that  the  current  estimates  of  state  highways  funds  needed 
as  matching  funds  are  inadequate.  If  the  estimates  are  inadequate,  DOT  would  have 
to   reduce   program  expenditures   or   request   additional   revenues. 

Other  Factors  -  There  are  several  other  factors  that  may  offset  the  continued  highways 
account   balance    in   the   next   several   years: 

1)  additional  budget  modifications  -  the  expenditure  projections  in  Appendix  A 
include  only  budget  modifications  approved  for  the  1995  biennium  ($21  million). 
If  DOT  requests  significant  program  expansions  (as  they  have  consistently  done 
in   past   bienniums),   total   expenditures   will   be   higher   than   projected; 

2)  inflationary  increases  -  increases  in  the  programs  funded  by  the  highways  fund 
have  traditionally  been  higher  than  the  conservative  2  percent  inflationary  increase 
included  in  the  projections  for  fiscal  1996  and  beyond.  If  this  pattern 
continues,   expenditures   will   be   understated;   and 

3)  distribution  to  Indian  reservations  -  since  the  required  distribution  of  fuel  tax 
revenues  to  Indian  reservations  is  still  being  negotiated,  the  $3.6  million  annual 
estimates   in   the   projections   may   be   understated. 


CONCLUSION 

New  revenues  from  increased  fuel  taxes  and  consumption,  as  well  as  from  other 
sources,  have  reversed  the  structural  imbalance  in  the  highways  special  revenue  fund 
that  occurred  for  several  bienniums.  Beginning  in  fiscal  1994,  annual  revenues  exceed 
annual  expenditures,  and  this  trend  is  projected  to  continue  through  fiscal  1999. 
However,  because  revenues  and  expenditures  are  closely  matched,  if  the  1995 
Legislature  adds  new  programs  or  increases  state  employee  pay,  approves  program 
expansions  to  match  additional  federal  highway  appropriations,  or  adds  inflation  above 
two  percent,  expenditures  could  begin  to  exceed  revenue  and  the  fund  balance  will 
again    decline. 
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APPENDIX   B 


ASSUMPTIONS   USED   IN   PREPARING 
BUDGET   PROJECTIONS 

Included  in  the  projected  expenditures  are  an  Reconstruction  Trust  Fund  (RTF)  program 
of  $20  million  per  year  and  an  inflationary  increase  for  personal  services  and  operating 
expenses  beyond  the  1995  biennium.  The  1995  biennium  expenditure  projections  are 
based  on  the  appropriations  approved  by  the  1993  Legislature.  Specific  assumptions 
used   in   preparing    the    projections    are    listed   below. 

1.  Revenues  from  fuel  taxes  are  based  on  Office  of  the  Legislative  Fiscal 
Analyst  (LFA)  estimates.  Coal  tax  estimates  are  based  on  Revenue 
Oversight  Committee  (ROC)  revenue  estimates.  GVW  fees  are  based 
upon   estimates   provided   by   the   Department   of  Transportation   (DOT). 

2.  The  fuel  tax  increase  includes  a  4  cent  increase  on  July  1,  1993  and  a  3  cent 
increase  on  July  1,  1994  (Senate  Bill  257),  and  a  0.75  cent  diesel  tax  increase 
effective   January    1,    1994    (House    Bill    651). 

3.  Fiscal  1995  expenditures  represent  appropriated  amounts,  with  the  exception  of 
construction  estimates,   which  are  based  on  the   DOT  project   management  system. 

4.  Highway  construction  costs  are  as  projected  by  DOT  based  on  the  maximum 
use  of  federal  aid  funds,  reduced  by  DOT  anticipated  limitation  levels.  RTF 
expenditures    are    continued    at    the    $20   million    per   year   level. 

5.  A  2  percent  inflationary  increase  for  administrative  programs  (excludes  highway 
construction)   is    included   for   all   years   beyond   the    1995   biennium. 

6.  No  program  expansions  (modifications)  are  included  in  the  estimates  for  the 
1997    and    1999   biennia. 

7.  Historical  revenue  and  expenditure  amounts  for  fiscal  years  1992,  1993  and  1994 
include    accruals. 

9.  An    ending   balance    of  $20    million    each    fiscal    year   is    included    in    the   budget 

projection.  DOT  considers  this  the  minimum  balance  required  to  adequately 
manage  the  highways  fund  cash  flow.  Surplus/deficit  amounts  referred  to  in  the 
cash  flow  estimates  are  the  amounts  above  or  below  the  minimum  $20  million 
balance. 
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